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Report on Compliance with Requirements Applicable to the Major Program
and on Internal Control over Compliance in Accordance with Office of
Management and Budget (OMB) Circular A-133

The Honorable Mayor, Board of Supervisors,
and Municipal Transportation Agency Board of Directors
City and County of San Francisco, California:

Compliance

We have audited the compliance of the San Francisco Municipal Transportation Agency (SFMTA) of the
City and County of San Francisco, California (the City) with the types of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement
that are applicable to its major federal program for the year ended June 30, 2009. SFMTA’s major federal
program is identified in the summary of auditors’ results section of the accompanying schedule of findings
and questioned costs. Compliance with the requirements of laws, regulations, contracts, and grants
applicable to each of its major federal programs is the responsibility of SFMTA’s management. Our
responsibility is to express an opinion on SFMTA’s compliance based on our audit,

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect on
a major federal program occurred. An audit includes examining, on a test basis, evidence about SFMTA’s
compliance with those requirements and performing such other procedures as we considered necessary in
the circumstances, We believe that our audit provides a reasonable basis for our opinion. Our audit does
not provide a legal determination on SFMTA’s compliance with those requirements.

In our opinion, SFMTA complied, in all material respects, with the requirements referred to above that are
applicable to its major federal programs for the year ended June 30, 2009.

Internal Control over Compliance

The management of SFMTA is responsible for establishing and maintaining effective intemal control over
compliance with the requirements of laws, regulations, contracts, and grants applicable to federal
programs. In planning and performing our audit, we considered SFMTA’s internal control over compliance
with the requirements that could have a direct and material effect on a major federal program in order to
determine our auditing procedures for the purpose of expressing our opinion on compliance, but not for the
purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we
do not express an opinion on the effectiveness of SFMTA's internal control over compliance.

KPhAG LLP. a U.S. firited liability partnership, 15 the U.S.
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A control deficiency in an entity’s internal control over compliance exists when the design or operation of
a control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the entity’s ability to administer a federal program such that there is more than a
remote likelihood that noncompliance with a type of compliance requirement of a federal program that is
more than inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by the entity’s internal control.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in the entity’s internal control
that might be significant deficiencies or material weaknesses. We did not identify any deficiencies in
internal control over compliance that we consider to be material weaknesses, as defined above.

Schedule of Expenditures of Federal Awards and State and Local Matching Funds

We have audited the basic financial statements of the San Francisco Municipal Transportation Agency
(SFMTA) of the City and County of San Francisco, California (the City) as of and for the year ended
June 30, 2009, and have issued our report thereon dated November 24, 2009. Our audit was made for the
purpose of forming an opinion on the basic financial statements taken as a whole. The accompanying
schedule of expenditures of federal awards and state and local matching funds is presented for purposes of
additional analysis as required by OMB Circular A-133 and is not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the basic
financial statements taken as a whole.

This report is intended solely for the information and use of the Mayor, Board of Supervisors, San
Francisco Municipal Transportation Agency Board of Directors, management, SFMTA’s federal awarding
agencies, and its pass-through entities and is not intended to be and should not be used by anyone other
than these specified parties.

KPme UP

January 28, 2010, except for schedule of expenditures
of federal awards and state and local matching funds,
which is as of November 24, 2009
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(2)

SAN FRANCISCO MUNICIPAL TRANSPORTATION AGENCY
Notes to Schedule of Expenditures of Federal Awards and State and Local Matching Funds
Year ended June 30, 2009

General

The accompanying schedule of expenditures of federal awards and state and local matching funds presents
activity of the federal award programs of the San Francisco Municipal Transportation Agency (SFMTA).
SFMTA’s reporting entity is defined in note 1 to SFMTA’s basic financial statements. This program is a
component of the City and County of San Francisco, and the report is issued at the request of management.
All federal awards received directly from federal agencies as well as federal awards passed through other
government agencies are included in the schedule of expenditures of federal awards and state and local
matchang funds.

Basis of Accounting

The accompanying schedule of expenditures of federal awards is presented using the accrual basis of
accounting, which is described in note 2 to SFMTA’s basic financial statements.
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SAN FRANCISCO MUNICIPAL TRANSPORTATION AGENCY
Schedule of Findings and Questioned Costs
Year ended June 30, 2009

Summary of Auditors’ Results

(a)
(b)

(c)
(d)
(e)
(H)
(g)
(h)

1

)
(k)

The type of report issued on the financial statements: Unqualified Opinion

Significant deficiencies in internal control were disclosed by the audit of the financial statements:
Yes

Material weaknesses in internal control were disclosed by the audit of the financial statements: No
Noncompliance which is material to the financial statements: No

Significant deficiencies in internal control over major programs: None Reported

Material weaknesses in internal control over major programs: No

The type of report issued on compliance for major programs: Ungualified Opinion

Any audit findings which are required to be reported under Section 510(a) of OMB Circular A-133:
No

Major Program (Federal Transit Cluster):

. Federal Transit Administration Capital Improvement Grants (CFDA No. 20.500)

. Federal Transit Administration Capital and Operating Assistance Formula Grants (CFDA
No. 20.507)

Dollar threshold used to distinguish between Type A and Type B programs: $1,522,800

Auditee qualified as a low-risk auditee under Section .530 of OMB Circular A-133: Yes

Findings Relating to the Financial Statements Reported in Accordance with Government Auditing
Standards

2009-01. Lack of controls over inventory count process

Criteria

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis.

Condition

In performing inventory count at the Green Warehouse on May 16, 2009, the count of stock item 024-10-
0622 (Motor) was erroncously recorded by the warehouse personnel to be 32 items on hand, when the
warehouse m fact had 6 items at the point of count.



SAN FRANCISCO MUNICIPAL TRANSPORTATION AGENCY
Schedule of Findings and Questioned Costs
Year ended June 30, 20069

Additionally, it was noted that approximately half of the counters of the Green Warchouse were also
employed at the Green Warehouse, and for two of the five days, the count was supervised by two Green
Warehouse supervisors.

Cause

Adequate controls over the inventory count process were not in place at the Green warehouse which could
cause an error in the inventory count process.

Recommendation

In performing the inventory count in warehouses, management should implement general controls to
prevent errors in recording the count.

Management Response

This observation reflects a problem where the counter did not observe the process established in the
Inventory Instructions, to only count what is actually observed. In this instance, the maintenance Rebuild
shop rebuilds a motor unit and does a “turn in” to the parts counter so it can be entered into the inventory
system. Due to the part size and a lack of space in the Green Storeroom, many of the rebuilt items are
located in the shop. When the maintenance department is in need of a rebuilt item stored in the shop, the
item is taken and the storeroom is informed of a work order number for the item to be issued. The counter
observed 6 of the (024-10-0622) Rebuilt PCC Motors in the Maintenance Department. He had prior
knowledge of more than six and wrote the number he recalled instead of what he actually observed.

It has been the practice to utilize Muni storekeepers to conduct inventories, a process that enhances
accuracy as the staff is familiar with the various parts. If the counter is familiar with the storeroom
inventory, identification of an incorrectly placed part is facilitated. As a control measure, the staff
conducting the actual count is not responsible for entering any of the data in the system.

With the goal of stricter controls, all counting staff will be trained in advance to comply with all Inventory
Count Instructions, including counting only what is observed. Training sessions will include classroom
instruction and practice counts to assure understanding and compliance with written instructions.

2009-02. Lack of control over the review of financial statements
Criteria

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis.

Condition

The process of preparing the year-end financial statements includes performing a number of non-routine
steps, as well as performing reviews of the resulting financial statements. During the current year we noted
the following errors in the draft financial statements;



3)

SAN FRANCISCO MUNICIPAL TRANSPORTATION AGENCY
Schedule of Findings and Questioned Costs
Year ended June 30, 2009

A self-insurance adjustment was noted late in the process. Management should identify items earlier in
the closing process and assign an accounting staff to ensure that the self-insurance related entries are
properly recorded in the financial statements.

As this was the first year complete SFMTA financial statements were compiled to be audited, several
policy decisions had to be researched and made. However, $114 million of cash received from fines,
forfeitures, penalties and other was misclassified as non-capital financing activities n the statement of
cash flows. Although such amounts were correctly presented on the statement of revenues,
expenditures, and changes in net assets, different definitions are used for the statement of cash flows.

Cause

Non-routine transactions and disclosures were not appropriately reviewed during the preparation of the
year-end financial statements.

Recommendation

When preparing financial statements, management should perform a thorough review of the information to
ensure the amounts are properly captured and classified in the financial statements.

Management Response

SFMTA management has historically performed review and evaluation of the agency’s workers
compensation data to ensure that the information is complete and accurately reflected in the agency’s
financial statements. This quality control review procedure would have also normally been performed
at FY2009 fiscal year-end had it not been for the retirement of the manager in the unit. Going forward,
SFMTA management will ensure that the quality control review procedures is performed and properly
documented regardless of staff changes. In addition, SFMTA will continue to work with the
Controller’s Office to ensure the reconciliation process is completed.

Given that FY2009 is the first year that SFMTA is issuing a financial report that includes the
operations of MUNI, Parking and Traffic, and the Parking Garages, SFMTA management is very
pleased that only two findings related to the financial statement presentation were identified. SFMTA
correctly recorded the fines, forfeitures, penalties and others in the statement of revenues, expenditures
and net assets while inadvertently misclassifying the cash from the same source as non-capital
financing activities in the statement of cash flows. This is an oversight and SFMTA will ensure that
proper review will be performed to avoid this from recurring in the future.

Findings and Questioned Costs Relating to Federal Awards

None



